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Dear Ms. Searcy:

On behalf of Turner Broadcasting System, Inc. ("TBS"), I, met
today, along with Peggy Binzel, with Robert Pepper to discuss the
data and arguments raised in the comments filed by TBS in the
above-referenced docket. In addition to the data already
provided in TBS's comments, we submitted to Robert Pepper the
attached document.

This letter and the attached copy are furnished for
inclusion in the pUblic record in compliance with
section 1.206(a) (2) of the Commission's rules. Please contact me
if you have any questions.

. Carp

cc: Robert Pepper
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CABLE VOLUME DISCOUNTS

Implementing the program access section of the Cable Act in a
way which would void existing cable contracts with programmers by
entitling all cable operators to our lowest-negotiated cable
price is unnecessary and, in fact, runs counter to the intent of
the section -- to spur competition to cable. This is true
because reducing the quality of the programming upon which
alternative distributors depend (since unlike cable systems, TVRO
distributors and others do not provide broadcast stations) by
siphoning off millions of cable programming dollars to cable
operators cannot be good for the growth of competition.

FCC access regulations which cut across previously and
lawfully negotiated programmer contracts with cable operators by
disallowing volume discounts -- which have been standard industry
practice among both integrated and nonintegrated programmers -
would be financially punitive in the extreme to one class of
cable programmers. Giving all cable operators our lowest
negotiated price would cost TBS $14 million per year (in addition
to over $7 million revenue lost to alternative delivery systems
for a total equaling almost 1/3 of TBS's yearly profits). And,
Turner Broadcasting is less affected than most programmers since
among our services only CNN/Headline News and The Cartoon Network
have cable volume discounts.

At the same time that access regulations threaten vertically
integrated programmers with substantial revenue losses, our
competitor, non-vertically integrated networks -- including
extremely strong networks like USA and ESPN and the Disney
Channel -- would remain free to maintain their quite similar
cable volume discounts. The attached Kagan chart shows that the
granting of volume discounts is standard industry practice,
totally unrelated to vertical integration.

Volume discounts, a time-honored U.S. business practice, are
particularly justifiable among advertiser-supported program
services (Turner networks receive approximately 1/2 their revenue
from advertising fees). To form a truly national advertising
market, a network needs to be available in every media market
(ADI or DMA) in one out of two households. Only a mass
penetration technology can provide that reach. Advertisers pay
more per viewer for large, mass audiences than for small,
fragmented audiences. We know from our experience with the
Cartoon Network, which now has only 5 million subscribers, that
cable networks without broad distribution receive significantly
less advertising revenue per viewer delivered than established
networks like CNN and TNT. Likewise, the three broadcast
networks can command advertising rates 3X those of cable networks



like TNT and CNN per viewer delivered because cable networks are
available only in 62% of television households while the
broadcast networks are virtually ubiquitous.

Generally, advertisers who choose television do so because
they are looking for mass reach. Therefore, they are willing to
pay disproportionately more for larger audiences. As a result,
signing up a cable system with several million subscribers not
only adds a large chunk of subscriber revenues in one swoop but
also greatly increases the attractiveness of a cable network to
advertisers. In addition, a large cable system can provide
promotion and other advantages to a cable programmers which small
operators cannot or will not.

The Cable Act provides the FCC flexibility to uphold standard
cable volume discounts because programmers are not prohibited
from establishing different prices to take into account economies
of scale or other "direct and legitimate economic benefits"
attributable to the number of sUbscribers served by a
distributor.

Upholding standard cable volume discounts is justifiable both
on economic grounds as stated above and because it reflects the
practice of non-vertically integrated programmers as well as
vertically-integrated programmers. Not doing so will place in
jeopardy the major asset of most cable programmers -- their
lawfully-negotiated cable contracts.
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I am President of Turner Broatfcastlng Sales, Inc., 8 division of Turner

Broadcasting System, Inc. responsible for the sale of 811 national advertIsing
time on the Turner networks and syndicated properties. Having lolned the
company in the 1978 as an accourt executive, I was promoted to Senior
Vice President of TeS Sales in 1984 and executive Vice President In 1989,
respectively. I have been in my cur~ent position since 1990.

As in most Industries, prices for advertising on ad-supported. cable
networks are directly related to th~ value of the product to the customer
and market supply and demand.! For national advertisers, the value of
television lies In its technical ab!lfty· to reach a large segment of the
population, or Its mass reach. Accordingly, advertisers pay
disproportionately more per viewer ~or large, mass audiences than for small,
fragmented audiences. My experience and research stUdies to which Turner
subscribes from tlme-to-time SUPPO" these findings.

,

For example, the broadcast networks command advertising rates
three times those of cable networks in general per viewer delivered because
those cable networks are available in only 65% of television households.
Broadcast networks, In contrast, ~each virtually every television household
and therefore provide more reach f9f the advertiser.

This same relationship exists within the cable universe. A smaller
based network in terms of subscribers cannot command the same level of
costs per thousand as a network with a high subscriber base.
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